SMEs contribute positively to economic growth, employment and poverty alleviation in South Africa. However, the failure rate of SMEs is very high in South Africa. One of the factors limiting the survival and growth of SMEs in South Africa is non-availability of debt financing. This study investigates the impact of firm and entrepreneurial characteristics on access to debt finance by SMEs in South Africa. Data was collected through self-administered questionnaire in a survey. The statistical analyses included descriptive statistics, Pearson correlation and logistic regression. The results indicate that firm and entrepreneurial characteristics impact on access to debt finance by SMEs. The study recommends that SMEs owners/managers should be investment ready by providing collateral, attend seminars and training programs to improve on their managerial competence.
networking and gender. A Meta analysis of the literature on entrepreneurial finance revealed that no study has investigated empirically the impact of firm and entrepreneurial characteristics on access to debt finance by SMEs in South Africa. This study seeks to fill the gaps in the literature.
Objective of the study
SMEs are the engine of sustained economic expansion in both developed and emerging economies. One critical success factor for entrepreneurial SMEs is gaining sufficient access to external sources of finance (Le, Venkatesh & Nguyen, 2006: 211) . The main objective of the study is to investigate empirically the impact of firm and entrepreneurial characteristics on access to finance by SMEs in South Africa. 3. Literature 3.1 Theoretical Construct Capital structure is described as the mix of debt and equity that a firm uses to finance its operations (Gitman, 2003) . The theoretical principles underlying capital structure can generally be described in terms of the static trade-off theory by Miller (1958, 1963 ) the agency theory by Jensen & Meckling (1976) and extended by Stiglitz and Weiss (1981) and the pecking order theory by Myers (1984) . Modigliani and Miller (1963) argue that because the interest on debt is tax-deductible, thereby creating tax savings for the borrower, it becomes possible for firms to minimize their costs of capital and maximize shareholders' wealth by using debt. The tax advantage of debt makes it cheaper than equity. The mix of cheap debt with relatively expensive equity reduces a firm's cost of capital, which is the cut-off rate for investment acceptance decisions. This is known as the leverage effect of debt. According to Miller and Modigliani (1963) a firm should have 100% debt in its capital structure. This way the firm can take absolute advantage of the tax-shield. Scott (1972) and Kraus and Litzenberger (1973) point out that theoretically 100% tax shield does not exist in reality because of distress costs. Debt leads to a legal obligation to pay interests and principal. If a firm cannot meet its debt obligations it is forced into bankruptcy and incurs associated costs. The agency theory of Jensen and Meckling (1976: 306) was based on the conflicts between the shareholders and managers of the firm and the equity holders and debt holders. Conflicts between shareholders and managers arise because managers do not hold total residual claim thus they cannot capture the entire gain from their value-maximizing activities. On the other hand, conflict arises between debt holders and equity holders because debt contracts give equity holders an incentive to invest sub-optimally. The debt contract results in asymmetric distribution of the gains. According to Stiglitz and Weiss (1981: 394) agency problems such as asymmetric information and moral hazards can impact on the accessibility of credit and hence the capital structure of SMEs. Myers (1984) alludes in the pecking order theory that there is no well-defined optimal capital structure; instead the debt ratio is the result of hierarchical financing over time. Management has a preference to choose internal financing before external financing. When a firm is forced to use external financing sources, managers select the least risky and demanding source first. When it is necessary to issue external sources, debt issuance is preferred to new equity. The pecking order theory suggests the use of external debt before the use of external equity by SMEs. Frelinghaus, Mostert & Firer, 2005:9) point out that despite the disadvantages of debt (financial distress), the inadequacy of internal equity and the non-availability of external equity imply that debt is one of the principal sources of finance for SMEs.
Empirical Review

Firm Characteristics
Age According to Chandler (2009:10) the longer a firm exists and the bigger it is, the more it signals that it can weather tough economic conditions. Furthermore, by staying in business, a firm can signal that it does not adopt opportunistic behaviour. According to Klapper (2010:605) , younger firms (less than 4 years) rely less on bank financing and more on informal financing. This view is also supported by Ngoc et al. (2009:868) which find that it is often difficult and expensive for young SMEs to access bank financing, due in large part to information asymmetry between the banks and firms. Bougheas, Mizen and Yalcin (2005:218) point out that young firms are more failure prone than older ones. Therefore, it is hypothesized that, there is a positive relationship between the age of the firm and access to debt finance from commercial banks. Size Burkart and Ellingsen (2004:589) state that the size of a firm has an important influence on the debt ratios as firms with more real assets tends to have greater access to long-term debt. Honhyan (2009) finds that larger firms tend to be more diversified and fail less often, so size can be an inverse proxy for the probability of bankruptcy. Cassar (2004) argues that it may be relatively more costly for smaller firms to resolve information asymmetries with debt providers. Consequently, smaller firms may be offered less debt capital. In addition, transaction costs are typically a function of scale and may be higher for smaller firms. Therefore, it is hypothesized that, there is a positive relationship between the size of the SME and access to debt finance from commercial banks. Collateral Bougheas et al. (2005:214) contend that collateral is an important factor for SMEs in order to access debt finance. Collateral reduces the riskiness of a loan by giving the financial institution a claim on a tangible asset without diminishing its claim on the outstanding debt. Coco (2000:192) point out that collateral is the lender's second line of defence. Thus, collateral can solve problems derived from asymmetries in valuation of projects, uncertainty about the quality of projects and the riskiness of borrowers, and problems related to the cost of monitoring or supervising borrowers' behaviour. Collateral requirements also reduce moral hazard problems. Barbosa and Moraes (2004) argue that SMEs owners/entrepreneur that invest heavily in tangible assets tend to have higher financial leverage since they can borrow at lower interest rates if their debt is secured with such assets. As a result, it is hypothesised that there is a positive relationship between collateral and access to debt finance by SMEs from commercial banks.
Business information
According to Kitindi, Magembe and Sethibe (2007:55) creditors, banks and other lenders use financial information provided by firms to analyse their present performance and predict future performance. Information obtained from the financial statements acts as indicator of borrower's future prospects and ability to service a loan. Pretorius and Shaw (2004:225) contend that a good business plan is perceived as one of the most essential documents to be prepared by the SME. Sarapaivanich and Kotey (2006:221) point out that the lack of adequate information leads to information asymmetry and credit rationing. Therefore, it is hypothesized that there is a positive relationship between business information and access to debt finance by SMEs from commercial banks. Berger and Udell (2002) find that the effects that the geographic proximity to banks and customers has a relationship on a firm's use of leverage. Banks that are geographically closer to their customer firms are better able to use soft qualitative information about their customers' credit quality. Geographical proximity to either critical buyers or suppliers produces a form of enhanced environmental scanning that enables SMEs to more easily identify and exploit growth opportunities in the market. Gilbert (2008) points out that the geographical area where the firm is launched has implications for its access to markets and resources. Firms located in metropolitan areas may therefore have higher chance of success than those located in rural areas. The South African Presidency (2008) finds that firms that are looked in the urban areas are more likely to succeed than firms that are in the rural areas due to the high crime rate. Given the high crime rate in South Africa, insurance is very important. The United Nations Human Settlement Programme (2002) points out that South Africa has the dubious distinction of being amongst the world's five most-murderous nations. According to the South African Police Service Crime Statistics (2009) while the incidences of virtually all major categories of crime has fallen during the past year, business related crime is on the increase. Chidokufa (2009) finds that less than half of all South African SMEs surveyed did not have any insurance cover in the event of a crime. Consequently, it is hypothesised that location and insurance positively impacts on access to debt finance. Industry Myers (1984) as cited in Hall, Hutchinson and Michaelas (2000) suggests that the industry in which a firm operates does not directly determine its capital structure but may do so indirectly via the nature and composition of the firm's assets. Barbosa and Moraes (2004) point out that the relationship between industry classification and financial leverage are based on the assumption that industry classification is a proxy for business risk. The rationale for this may be that firms in the same industry face the same environmental and economic conditions and, therefore, tend to cluster with respect to variance of earnings and sales. Hall et al. (2000) conclude however that firm specific characteristics are more important than structural characteristics of industry and financial and strategy variables have far greater explanatory power than industry specific effects. Abor (2007) finds that SMEs in the agricultural sector exhibit the highest capital structure and asset structure or collateral value, while the wholesale and retail trade industry has the lowest debt ratio and asset structure. Therefore, it is hypothesised that industry positively impacts on access to debt finance. Incorporation Cassar (2004) notes that banks may perceive incorporation as a good signal that portrays credibility and formality of operations. Abor (2008) point out that the form of business could affect the debt-equity decisions of SMEs. Shareholders of corporations and limited companies have limited liability against losses, whereas general partners and owners of sole proprietorships have unlimited liability. Consequently, shareholder-creditor conflicts are more likely among corporations and limited companies than they are for general partners and sole proprietorships. Thus, corporations and limited liability companies may be more likely to finance their projects with equity, while sole proprietors are more likely to employ debt financing. Coleman and Cohn (2000) however find evidence suggesting a positive relationship between leverage and incorporation. It is hypothesised that incorporation positively impacts on access to credit by SMEs.
Location and insurance
Entrepreneurial Characteristics Managerial competency
According to Hisrich and Drnovsek (2002:172) managerial competencies as measured by education, managerial experience, start-up experience and knowledge of the business positively impact on the performance of SMEs. Martin and Staines (2008) examine the importance of management competence in SMEs success. They found out that, lack of managerial experience, skills and personal qualities are found as the main reasons why SMEs fail. In South Africa, Herrington and Wood (2003) points out that lack of education and training has reduced management capability in SMEs in South Africa and account for one of the reasons for their high failure rates. Smit and Smit (2007:5) agree that South Africa has a critical shortage of skilled managers. Therefore, it is hypothesised that there is a positive relationship between managerial competency and access to debt finance by SMEs from commercial banks. Networking and relationship with bank Coulthard and Loos (2007) describe networking in a small firm context as an activity in which entrepreneurially oriented SME owners build and manage personal relationships with particular individuals in their surroundings. Networking is seen as a means of raising required capital, identifying market opportunities, obtaining personnel, identifying suppliers, identifying and developing technology. According to Owualah (2002:90) long-standing relationship between a bank and SMEs owners does convey an advantage in the case of bank credit. Korkeamaki and Rurherford (2006) find however that SMEs with a close banking relationship use less debt in their financing. Networking could be expected to provide to the banks, trade creditors, venture capitalists and financial institutions information on legitimacy, which in turn should give the SMEs advantages in accessing debt finance (Ngoc, le & Nguyen. 2009:120) . Consequently, it is hypothesised that networking and long relationship with banks positively impact on access to debt finance by SMEs. Gender Abor (2008) notes that the gender of the small business owner may affect the capital structure choice of the firm. Abor (2008) argues that women-owned businesses are less likely to use debt for a variety of reasons, including discrimination and greater risk aversion. Freel, Carter, Tagg and Mason (2010) find that twice as many businesses were discouraged from applying for a bank loan than had their loan request denied in the United Kingdom Watson, Newby and Mahuka (2009) conclude that there is also no evidence that Australian SME owners (particularly female owners) are being discouraged from applying for loans from a financial institution because they believe their application will be rejected. The results suggest that other demand-side issues (particularly risk-taking propensity and desire to maintain control) play a more important role in the capital structure decision making of SME owners. Mijid (2009) finds that in the United States of America women owned firms have higher loan denial rates and lower application rates than their male counterparts. In contrast, Coleman (2000) finds that there are no significant differences in the usage of debt between men and women, and gender is not a significant predictor of financial leverage. Thus, it is hypothesised that gender does not impact on access to debt finance by SMEs.
Research methodology
The empirical study focused on King William's Town in the Eastern Cape Province of South Africa. Data was collected through a survey using self-administered questionnaire in a survey. The questionnaire comprised of both close-ended and open-ended questions. The study focused on SMEs which are registered with the Enterprise Directory and the Yellow Pages telephone directory. The population of SMEs was 173. Raosoft sample size calculator was used to calculate the sample size. Raosoft sample size calculator is statistical software that enables researchers to determine the sample size given the following variables: The margin of error, The confidence level, the population and the expected response distribution (Raosoft, 2010) . Raosoft provided a minimum recommended sample size of 120. However, 150 questionnaires were distributed because of the limitations associated with self-administered data collection method such as non-response. Data analysis was done using the Statistical Package for Social Sciences (SPSS). Pre-testing the research instrument was done through a pilot study covering 20 respondents. The process of pre-testing helped the researcher to identify areas where the questionnaire needed corrections. Statistical analysis includes descriptive statistics, Pearson correlation and logistic regression. Validity and reliability were ensured by using a statistician and a panel of experts to evaluate the research instrument for conceptual clarity, pre-testing the research instrument in a pilot study and comprehensively reviewing the literature for theoretical constructs and empirical conclusions. Case wise deletion method was used to treat missing values. The Kolmogorov-Smirnov test was used to determine the normality of the data.
Results and discussions
Demographics
One hundred and fifty questionnaires were distributed and one hundred and seven returned. The response rate was 71%. 68% of the respondents were males and 32% females. The results indicate that SMEs owners /managers in the study area are predominantly within the age bracket of (31-40). Out of the one hundred and seven that returned the questionnaires, 91% of the respondents needed external finance, indicating that there is a high demand for credit by SMEs from commercial banks. 40% of the respondents needed external finance to invest in working capital, 57% in fixed asset and 3% in business acquisition. Only 39% of the respondents were successful in their application, indicating a high rejection rate of credit applications by the banks. Insert Tables 1 and 2 here For collateral, the Pearson correlation results are: personal property (r=0.957, p-value=0.01) and business property (r=0.824, p-value 0.03). The odd ratio for personal property is 7.14 with a p-value of 0.03 and the odd ratio for business property is 6.26 with a p-value of 0.01. The results of the Pearson correlation indicate that there is a significant positive relationship between the collateral and access to debt finance by SMEs. The results of the logistic regression indicate that SMEs with collateral (personal or business property) are significantly more likely to be successful in their credit applications compared to SMEs without collateral. In addition, insurance is a significant factor. The Pearson correlation results for business information are: business plan (r=0.834, p-value=0.04) and financial information (r=0.627, p-value =0.01). The odd ratio for business plan is 6.81 with a p-value of 0.01 and the odd ratio for financial information is 6.11 with a p-value of 0.03. The results of the Pearson correlation indicate that there is a significant positive relationship between business information and access to debt finance by SMEs. The logistic regression more confirms these results. With respect to the age of the firm, the Pearson correlation results are: for firms between 1-4 years (r=0.293, p-value=0.12), 5-9 years (r=0.557, p-value=0.01), 10-14 years (r=0.59, p-value=0.03), and firms that are 15 years and above (r=0.681, p-value=0.02). The odd ratio for firms between 5-9 years is 5.36 with a p-value of 0.04, the odd ratio for firms between 10-14 years is 5.88 with a p-value of 0.02 and the odd ratio for firms from 15 years and above is 0.681 with a p-value of 0.02. The results of the Pearson correlation indicate that there is no significant relationship between firms that are between 1-4 years and access to debt finance by SMEs. The results of the Pearson correlation also indicate that there is a significant positive relationship between firms that are older than five years and access to debt finance by SMEs. With firms between 1-4 years as the reference, the logistic regression also confirms these results. The results of the logistic regression indicate that SMEs that are more than five years old are significantly more likely to be successful in their credit application compared to SMEs that are less than five years old. For the firm size, the Pearson correlation results are: firms with 1-49 employees (r=0.252, p-value=0.29), 50-99 employees (r=0.497, p-value=0.02), 100-149 employees (r=0.643, p-value=0.04), and firms that have between 150-200 employees (r=0.776, p-value=0.01). The odd ratio for firms that have between 50-99 employees is 3.30 with a p-value of 0.03, the odd ratio for SMEs with 100-149 employees is 4.42 with a p-value of 0.01 and the odd ratio for firms' with150-200 employees is 4.59 with a p-value of 0.01. The results of the Pearson correlation indicate that there is no significant relationship between SMEs that have less than 50 employees (1-49 employees) and access to debt finance. The results of the Pearson correlation also indicate that there is a significant positive relationship for SMEs that have more than 50 employees and access to debt finance. With SMEs that have less than 50 employees (1-49 employees) as the reference, the logistic regression also confirms these results. The results of the logistic regression indicate that SMEs that have more than 50 employees are significantly more likely to be successful in their credit application compared to SMEs that have less than 50 employees. The Pearson correlation results for location are: urban (r=0.764, p-value=0.03) and rural (r=0.217, p-value =0.29). The odd ratio for firms located in the urban areas is 6.81 with a p-value of 0.02 and 1.26 with a p-value of 0.34. The results of the Pearson correlation indicate that there is a significant positive relationship between SMEs that are located in the urban areas and access to debt finance. The logistic regression also confirms these results. The results of the logistic regression indicate that SMEs that are located in the towns and cities are significantly more likely to be successful in their credit application compared to SMEs located in rural areas. The Pearson correlation result for industry is 0.197 with a p-value of 0.37. The odd ratio for industry is 2.71 with a p-value of 0.23. The results indicate that there is no significant relationship between the industry (line of business) and access to debt finance. Pearson correlation and logistic regression results for entrepreneurial characteristics and access to debt finance The results of the Pearson correlation for managerial competency are: education (r=0.747, p-value=0.03), related experience (r=0.859, p-value=0.01) and working experience (r=0.694, p-value=0.02). The odd ratio for education is 4.17 with a p-value of 0.01, the odd ratio for related experience is 5.03 with a p-value of 0.04 and the odd ratio for working experience is 3.97 with a p-value of 0.01. The results of the Pearson correlation indicate that there is a significant positive relationship between managerial competency and access to debt finance by SMEs. The logistic regression also confirms these results. The Pearson correlation results for networking are: between one and five years (r=o.271, p-value=0.26 ), more than five years (r=0.329, p-value=0.18), more than ten years (r=0.340, p-value=0.37 ) and belonging to a trade association (r=0.388, p-value=0.39 ). The odd ratio for firms older than five years is 2.83 with a p-value of 0.38, the odd ratio for firms older than ten years is 3.37with a p-value of 0.21 and the odd ratio of belonging to a trade association is 1.49 with a p-value of 0.33. The results of the Pearson correlation indicate that there is no significant relationship between networking and access to debt finance by SMEs. With firms between one and five years as the reference, the logistic regression also confirms these results. The results of the logistic regression indicate that SMEs that network are not significantly more likely to be successful in their credit application compared to SMEs that do not network. The Pearson correlation result for gender is 0.429 with a p-value of 0.19. The odd ratio for gender is 1.35 with a p-value of 0.21. The results of the Pearson correlation indicate that there is no significant relationship between the gender of the SMEs owner/manager and access to debt finance.
Pearson correlation and logistic regression results for firm characteristics and access to debt finance
Managerial implications and recommendations
For SMEs to survive and grow access to debt finance is critical. Collateral is an important determinant of credit access. This implies that SMEs without collateral will find it difficult to obtain debt finance from commercial banks. It is therefore necessary for owners of SMEs to have either business or personal assets that can be used as collateral when applying for credit facilities from commercial banks. Thus, owners of SMEs should be investment ready as Richard (2006) points out that "investors look out for very specific things when they assess requests for funding. Entrepreneurs must be made aware of the needs and concerns of particular types of investor". Training and communication on the requirements of banks and trade creditors can help to make SME owners to get investment ready and thus improve access to debt. Commercial banks can create awareness of their funding requirements especially the importance of collateral through advertisements and communication with trade associations. In addition, government and its agencies have, over the years, expended significant resources creating and implementing market interventions. It is vital that these interventions are effective and meet the needs of those they declare to support. It is therefore incumbent on Government and other stakeholders to ensure that these schemes, such as the Small Firm Loan Guarantee, are well publicised and made available to SMEs. Lack of business information and managerial competencies are also important reasons why finances are not available from commercial banks. Therefore, to improve access to debt finance, there is the need for personal development by owners of the SMEs especially in the area of business and financial management skills through training. Government agencies such as SEDA and Development Corporations can organize training for SMEs. Awareness should be created for the training programmes through advertisements in local and national media. Furthermore, a "learning from peers" or mentorship can help to improve managerial competency. The high crime rate in South Africa must be reduced to improve the availability of debt from commercial banks and trade creditors. The best way to reduce crime and (and also corruption) is to make the legal system more efficient (especially the speed of court judgments) so that criminals are promptly arrested and punished. Government should work in partnership with organisations such as Business Against Crime South Africa and Business Unity South Africa. There is the need to create work opportunities for the vast number of the unemployed in South Africa. There is also a need for a well-publicized educational campaign against crime. More effective policing is needed, including better police visibility, area coverage and faster response times. SMEs should be encouraged to insure their businesses. Government can assist in subsidizing the cost of insurance. 7. Limitations and areas for further research A significant limitation of this study is that it investigated mainly internal factors. External factors of lending were not investigated. Barbosa and Moraes (2004) find out that external factors such as the economic and legal environments can impact on the access to debt finance from commercial banks. In addition, the study focused only on debt finance from commercial banks. Furthermore, the study focused on the demand side of access to debt finance (perception of SMEs) and not the supply side (perception of commercial banks). A dyadic survey to examine the obstacles to credit as perceived by providers of funds (commercial banks) and SMEs could help to further confirm the findings of this study. 
